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About Bell Atlantic

www,BellAtlantic.com
Bell Atlantic is at the forefront of the new communications and
information industry. With 43 millian domestic telephane access
lines and 12 million wireless customers worldwide, the company is a
premier provider of advanced wireline voice and data servicas, a
market leader in wireless services and the world’s largest publisher of
directary infarmatign. Bell Atlantic is also one of the warld's largest
investors in high-growth global communications markets, with aper-
atians and investments in 23 countries,

Visien Statement

To be the customer’s first choice for communications and information services

in every market we serve, domestic and international.

' |

)

The 1999 Annual Report, printed on non-glossy,
recycled paper, reflects our comtinuing commitment
to provide concise and cost-effective reporting of
financial pedformance to our shareawners.

Bell Atlantic Foundation

Even as we re-define ourselves as a globat
communications company, Bell Atlantic’s roots
remain firmly planted in the hundreds of diverse
communities we serve.

Bell Atlantic Foundation's overriding goal is

to make information technology accessible to .

everyone, regardiess of economics, demographics or
education. In pursuit of this goal, our top priority
is to suppart non-profit organizations that use
innovative technology to address societal
challenges. Across aur region, the Foundation funds
such programs as distance learning, Internet
currictlum develapment and training, telemedicine
and on-iine arts-in-education.

In addition to the Foundation's activities, qur

employees volunteer more than seven million hours
to a wide variety of community organizations, and
we have community relations managers throughout
our region to ensure that {ocal civic and non-profit
groups have input ta our philanthrapic activites,

For more infarmation, see oqur Web site,
wyww.bellatlanticfoundation.com.
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Bell Atlantic is in the mtdst of an extraordmanly eventful penod in our dnve to put together

With the GTE and Vodafone A1rTouch deals we re on the bnnk of becommg a company with
the scale, scope and nat:onal reach to delwer a full p[ate of semces-vmce h1gh-speed data,

T

This transformatlon vnll allow us'to fully parhcnpate in the growth of the new economy, |
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Lettar to Shareowners

Ivan G. Seidenberg j

With a fifth straight year of double-digit earnings growth, Bell
Atlantic delivered another strong year in 1999. It has also been a
year of transformation. As I write this letter, we stand an the
brink of closing a merger with GTE and completing a wireless
joint venture with Vodafane AirTouch-giving us the scale, scope
and naticnat reach to be gne of the premier investments in the
gtobal communications industry.

Qur new company puts an exclamation point on our continuing
drive to re-create our business in the face of technological
change and globalizing markets. We're strengthening our care
teiecom and wireless businesses by investing in data-centric
networks, impraving our productivity, and breaking the lang
distance barrier. We're accelerating our growth by extending our
reach into the data, e-cammerce and wireless markets that are at
the heart of the new ecanarmy. '

" And we will continue to manage this strategic transformation
while meeting "Gur ambitious financial and operating targets and
delivering top-quality service to millions of customers.

Thanks to our strong operating and financial results, Bell Atlantic
delivered a total return to shareowners of 16.9 percent in 1999.
However, we are disappointed that, despite our strong fundamen-
tals, our stock performance trailed that of the overall market int
1999 and the first quarter of 2000. Some factors affecting our
. stock are not unique to us, such as rising interest rates and the
" tide of investor flight from large established companies to the
- high-technology sector. Other investor concerns, such as deal
uncertainty and competitive risk, will recede as we execute our
game plan and increase revenues in growth markets such as data,
wireless and long distance.

Stock Price Performance:- -
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Long term, though, the market rewards companies with the right
assets, the right markets, and the right strategies for growth. Qur
own history proves the case, with our stock appredating more
than 60 percent since we closed the merger with NYNEX,

That's why the biggest catalysts for growth in shareawner value
will be aur merger with GTE and our joint venture with Vadafone
AirTouch-deals that will give us the best set of assets in the
industry and transform the growth profile of qur company.

for some time, our strategic goal has been to assemble the
assets and capabilities to compete in 3 restructured communica-
tions industry. With the GTE and Vodafone AirTouch deals, we will
be able to detiver a full plate of services-voice, data, Internet
access and wireless-to customers all across the country.

Our new company will have the “pole position” in the
three major segmeants of the communications industry.

First, we will expand our telecom franchise from 43 millian to 63
million access lines, making us the premier local exchange
company in America. That means mare ways to touch custamers,
more cash to fuel growth and innovation, and more investment
capital to deplay the technalogies of the future.

Second, we will expand our top-performing damestic wireless
business by combining it with the U.S. wireless properties of
Vadafone AirTouch and GTE. With a projected 27 million
subscribers by the end of 2000, this joint venture will have no
peer in the U.5. wireless market. Penatration for wireless is
expected to more than double over the next faw years, helped by
new digital applications (ike witeless data. With a presence in 49
of the top 50 markets in the country, we'll be in a great pasition
to participate in this growth.

Third, the merger with GTE will ultimately give us access to a
top-tier Internet infrastructure business-currently operating as
GTE Internetworking (GTE-I)-meaning we will be able to
compete in the lucrative market for bringing end-to-end connec-
tivity and e-commaerce solutions to national and globatl
customers. As the final step to address requiatory requirements,
we have proposed to the FCC a plan to transfer a 90 percent
awnership interest in GTE-I to third-party public shareowners
until we get sufficient long distance relief in the Beil Atlantic
states to operafe the business.

Finally, the merger gives us added scale in international markets
and greater opportunities to provide global connectivity., Qur
domestic presence and investments in mare than 30 countries
around the world give us 3 platform for growth in both telecom
and wireless markets.
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In short, these two strategic deals will transform Bell Atlantic
from a regional campany into a global competitor, with increas-
ing exposure to the markets that are driving the new economy.
We will expand our top-line growth and diversify eur growth
profile, with almost one-half our revenues caming from the high-
grawth data, wireless and international segments by 2003.

Here’s how the stars are lining up over the next year:

Almost haif the U.S. population-137 million people-will be
on-line.

~ Four million Americans will be able to surf the Web, get a
stock quote, make an on-line purchase-from their cell gphanes.

Millions of customers will have a high-speed DSL connection
at home that's as fast or faster than what they have at werk.

And business-tg-business commerge in the U.S. will be a $250
billien business,

For Bell Atlantic, the timing could not be better.

*-What we see in the year ahead is a convergence of all

the “megatrends” that are transforming communica-
tions, combined with the birth of a new campany
perfectly positioned ta capitalize an them. '

This transformation is well within our reach. We are
convinced-as [ hope you are-that we have a tremendous oppor-
tunity to achieve 2 market valuation that better reflects our
assets and growth prospects.

Of course, lots of companies talk about transformation. But talk
is cheap. Doing it is the hard part.

We have, and we will.

Our success in making this transition is a testament, first and
foremast, ta the dedication of aur 145,000 Bell Atlantic employ-
ges and the teadership of cur management team. They have
shown great tesilience and adaptability in the midst of change
and a deep belief in the care values of aur company: integrity,
customer commitment, respect and -axcellence.

It is also a tribute to the women and men who sit on our Board
of Directors, whose unwavering faith in our strategies and clear-
eyed focus on the interests of our shareowners have been
invaluable. With the merger with GTE, several outside directors
are retiring from the Board: Lodewijk de Vink, James Gilliam, JIr.,
Stanley Goldstein, Thomas Kean, Elizabeth Kennan, John Maypole,
Eckhard Pfeiffer, Rozanne Ridgway and Shirley Young.

Qn behalf of all Bell Atlantic shareowners, I extend my persanal
gratitude to these dedicated colleagues.

Finally, we couldn’t accomplish any of this without a goad part-
ner-and, in GTE, we've had the best. From the beginning, Chuck
Lee and I have had a comman vision af where we wanted to go
and have approached all the challenges along the way in a spirit
of cooperation and mutual respect. Now, as we begin to integrate
our two companies, we see that same sense of teamwork extend-
ing throughout our management teams.

We can't wait to bring these twoe powerful teams together, and
we're convinced that we will be a flagship company in our indus-
try for many years to come: 3 great place to build a carger, a
company known for top-quality service to customers, and a
“must-have” investment for shareqwners.

\\NM.

Ivan G. Seidenberg
Chairman of the Soard and
Chief Exgcutive Officer

March 2000




I}‘ Bell Atlantic at a Glance

Premier pravider of advanced voice and data services from Maine
o Virginia -the wortd's most information -intensive marketplace,

The Domestic Telecom business is organized arpund four
major markats: '

Consumer

22 million househalds: 27 million access lines

General Business

More than 2 million customers: 8 million deeess fnes
Enterprise Business

More than 13,000 customers: 8 million gegess lines

Network Services

Nearly 1,000 wholesale customers

Revenues of $26 billion

Consumer

ffﬂ&fp&?dm

Bellatlan

Enterprise

Geneni B ’

43 million access lines
$43 billion of assets
$7.5 bitlion capital program

One of tha warld’s largest and most successfut wireless
companies, with domestic oparations throughaut the country
and international fnvestments in Latin America, Europe and
the Pacific Rim.

The portfolio includes the following companies:

Ownership % Subscribars (M}
Beil Atlantic Mobile 100.0 7.7
PrimeCo Persanat Communications 50.0 1.4
Grupo lusacell (Maxico) 40.2 1.3
Omnitet Pronto Italia (Italy) 2.1 10.4
EuraTel Praha (Czech Republic) 24.5 1.1
Eurofal Bratisiava (Slovakia) ~ 24.5 a.3
STET Heilas (Greege) 20.0 1.2
Excelcomindo (Indonesia) 23.1 0.4

TuKa (Japan) 0.8 _ 3.3

omnigsy
8 Belf Atlantic Mohile . &‘L’QEJ
X SeuroTel
P -,
Primels ; ;;;

ey

189 millfon proportionate POP 5
Consolidated revenues of $4.5 billion
Proportionate revenues of $5.9 billign
$10 billien of assets

A global leader in publishing directaries and in praviding
Internet-based shopping guides, wabsita creation and hosting,
and other electronic commerce services.

. Directory Services has operatians in the United States, China,
. Czech Republic, Gibraltar, Greace, Paland and Slovakia.

T Advertisers - Titles  Circulation
Domestic ’ 735.000 ' 510 6 M
Intemational 215,000 128 17 M
Total 956,000 638 86 M

Yrrepodnyds

Yeliow Pages Taté
White Pages stranky
Telefonicene

Revenues of $2.3 billion
Nearly $2 billion of assets

A mix of mature ang start-up communications businesses in
Europe and the Pacific Rim.

The portfalia includes the fallowing companies:

Qwaership %

Telecom Corporation of New Zealand {New Zeatand) 24.9
Lable & Wireless Communications (United Kingdem) 18.5
FLAG (12 countries between UK and Japan) 29.4
Telecomasia (Thailand) 18.2
Bayan Tel (Philippines) 20.0

BNy TeL
& *
) CABLE & W ITLESE
FLAG n
Ty
-'I.'el-t:um w

Market value in excess of $7 billjon




Damaestic Telecom

Strong volumes in traditional voice services, robust demand for new data services,
and continuing productivity improvements account for the healthy state of our core
telecom business. With the opening of new markets such as long distance and
Internet access, rapid advances in digital technology, and the lowering of regula-
tory and geographical barriers, our solid core business will be a platform for
delivering a growing suite of advanced communications services.

- into a full-service communications platform.

Revenues Operating Income 050 Equivalents Voice Grade Equivalents
$25.53 5638 ' s858 23.2M 545 M
s2488 579 608 S 56.9 M
1M
16.5 M 1 .
1204 i o
g g
8 98 99 3 98 99
S.8% 8. a" 38 3% 19 & 11.4% 13.2%
gruvnh gruwm growth growtn growth grawth growth growth
D50 or “digital Signals tquivalents B Residence
represent the gonversion of high- = Business
Bandwidth digital-based 1envices
1 3 common messure of Jand- Voice Grade Equivaiants represent
width, which squals the capacity the combination of switthed
of oo wiice signal, decagr Unes and 050 aquiviianes.

L . Global Wireless -

The businesses that comprise our Global Wireless portfolio are among the top-
performing wireless companies in the industry and continue to produce strong
growth in subscribers, revenues, and profitability. The outlook for the worldwide
wireless market is bright, as digital technology, pricing innovations, new applica-
tions, and especially the explosion of the wireless data market transform wzrefess

Proportionate Revenue Proportionate Operating Incame Proportionate Subscribers Sources of 1999 Subscriber Growth
1598 $1.18 1284
1,58
WM Intemational
378 s2%
sssz L} 5.3 M 5
37 98
5.0 28.0% - Tt F1 15 o 1aan
growtn grawth gru-nn grawth growm growtn

B 3Am
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Management’s Discussion and Analysis of Results of Operatians and Financial Condition

We are in the midst of an extragrdinarily eventful periad in aur
history as we continue to transform our business, assembling the
assets and capahilities to compete in a telecommunications industry
that is rapidly consolidating and becoming global in scope. In 1999,
we continued to deliver on our financial targets and made dramatic
progress on the strategic front, as well,

Financially, we achieved our fifth cansecutive year of double-digit
earnings growth, accelerated our revenue growth to more thanm 5%,
and did an excellent job of controlling costs and capturing synergy
savings from the Bell Atlantic-NYNEX merger. In addition, we contin-
ued to aggressively invest in areas of new growth, namely data,
wireless, and long distance.

On the strateqic front, we hecame the first of our peers to enter the
long distance market, gaining approval te offer long distance service
in the State of New York in late December 1999. We believe that
competition expands markets, and the opening of our network to
other providers has created significant opportunities for us, not just
in long distance, but as a wholesale provider, as well. During the
year, we expanded our data capabilities for the large business
customer with some targeted acquisitions and alliances. And we
reached a strategic agreement with Metromedia Fiber Netwark, Inc.
that gives us access to fiber-optic capacity fn 50 cities across the
country and several international lacations. On the residential side,
we accelerated the roll-out of our high-spsed Internet access
service, Digital Subscriber Line, aiming to be able to serve ten
mitlion hauseholds in early 2000.

In the wireless business, we announced that we will join the U.S.
wirgless assets of Ball Atlantic and Vadafone AirTouch plc which,
with the addition of GTE Corporation’s (GTE)-U.5. wiretess assets, will
create a new nationwide wireless campany serving 49 of the top 50
markets in the nation. In addition, we continued to Bl out our
regional footprint with a number of small acquisitions and fully
acgquired the cellular properties of Frontier Corporation. We extended
digital coverage to 95% of our market and entered the fast-growing
wireless data market with several commercial products in the fall of
1999. Internationally, we intreased our equity stake in Omnitel
Pranto Italia S.p.A. (Omnitel], the fastest growing wireless company
in Europe, to 23.14% fn 1999, '

And we continued to make progress on our most important strategic
initiative of all, the merger with GTE. The state approval process is
complete, our discussions with the Federal Communicatians
Commission {FCC) continue, and we aim for Belt Atlantic and GTE to
be one company in the second quarter of 2000.

Cansolidated Results of Operations -

In reviewing our operating performance, we discuss our resuits of
aperations on what we call an adjusted basis. This means we take
our as-reparted results and adjust for the effects of spedial items,
which are of a nonoperational nature, We believe that this will assist
readers in Detter understanding Bell Atlantic in terms of trends from
period to periad. A discussion of these special items, including
tables which illustrate their effects on our consolidated statements
of income, follows. '

We reported net income of $4,202 million or $2.65 diluted earnings
per share for the year anded December 31, 1999, compared to net
income of $2,965 millien or 51.86 diluted eamings per share For the
year ended Decamber 31, 1998. In 1997, wa reparted net income of
$2,455 million or $1.56 diluted earnings per share.

Our reparted results for all three years were affected by special
items. After adjusting for such items, net income would have been
$4,760 million or $3.01 dilutad earnings per share in 1999, $4,323
miltion or $2.72 diluted earnings per share in 1998, and 33,847
miltion or $2.45 diluted earnings per share in 1997,

The table below summarizes reparted and adjusted results of opera-
tiens for each period.

(dailars in miltians}

Years Ended Oecamber 31, 1999 1998 1997
Operating revenues $ 33174 $ 31,566 $ 30,194
Operating expenses 24,679 24,939 24.853
Qperating income 8.495 6,627 5.341
Reparted Net [ncome 4,202 2,955 2,455
Special items—pre-tax

Mark-ta-market adjustment

for exchangeabte notes - 664 S- -

Merger-retated costs 205 196 519

Retirement incentive costs - 1,021 513

Other charges and special items - 589 1.041
Total special items-pre-tax 369 1,806 2,073

Tax effect and other tax-related items {311) {448) (681)
Total special items-after-tax 558 1,358 1,392
Adjusted Net Income $ 4760 § 4323 5 3,847

Diluted Eamings Per Share~Reported § 2465 3 136 §  1.56
Diluted Earnings Per Share-Adjusted § 301 § 272 § 243
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Management’s Discussion and Analysis of Results of Operations and Financial Condition concdeued

The foliowing tabte shows how special items are reflected in our
consolidated statements of income for each period.

(datlars in mitlions)
Years Ended December 31, 1999 1398 1997

Operating Revenues

Regulatory contingencies $ -~ § - $ 179
Employee Costs
Retirement incentive costs - 1.021 313
Merger direct incramental costs - - 83
Merger severance costs - - 223
Merger transition costs 38 15 4
Video-related charges - - 12
Other special items ) - 30 -
Depreciation and Amartization
Wrike-down of assets - a0 300
Other Operating Expenses :
Merger direct incremental costs - - 147
Merger transition costs 147 181 92
Video-ralated charges - 15 &9
Real astate consolidation - - 55
Requlatary, tax and legal contingencies

and other special items - 9 347

205 1,311 1,815

income/Loss From

Unconsolidated Businesses
Write-down of Asian investments - 485 -
Write-down of videg investments - ] 162
Equity share of CWC formation costs - - 5%
Gains on sales of investments - .- (142}
Other Income and Expense, Net
Write-down of assets - (45) -
Interest Expense ’
Write-down of assats - 47 -
Mark-to-Market Adjustment for

Exchangaable Motes 864 . - -
Total Special [tems—Pre-Tax 369 1,806 2,073

Provision for Income Taxes

Tax effact of special items and
other tax-related items

Total Special Items-After-Tax $ 558

(311} (448) {631)
$1,358  $1,392

What Follows is a further explanation of the nature and timing of
these special items. ¥

LHark-tn-Market Adjustment for Exchangeable Notes J

Year 199¢

In the fourth quarter of 1999, we recorded a loss on 2 mark-to-market
adjustment of $664 million ($432 miltion after-tax) related to our
$3.2 billion notes exchangeable into shares of Cable & Wireless
Communicadians ple (CWC). This noncash, nonaperational adjustment
resulted in an increase in the carrying value of the debt obligation
and a charge to incame. This mark-ta-market adjustment was required
bacause the CWC exchangeable nates are indexed {o the fair market
value of CNC's common stock. At December 31, 1999, the price of
(WC shares exceaded the exchange price sstablished at the offering
date. If the shara price of CWC sulbsequently declines, gur debt ablig-

ation is reduced (but not ta less than its amartized carrying value)
and income is increased. A mark-to-market adjustment may be
recorded monthly, recognizing either a gain or a loss, to reflect the
differance between the CWC market price and the exchange price (na
adjustment is required if the market price is below the exchange
price). The CWC exchangeable notes may be exchanged beginning in
July 2602. For additional infarmation about the (WC exchangeable
notes, see Nate 10 to the cansotidated finandial statements.

Merger-related Costs ]

Years 1999, 1998 and 1997

In connectidn with the Bell Atlantic-NYNEX merger, which was
campleted in August 1997, we recorded pre-tax merger-related costs
totaling $205 million in 1999, $196 million in 1998, and $519
million in 1997.

In 1999 and 1998, zll merger-related costs were transition and inte-
gration costs. Transition and integration costs represent costs
associated with integrating the operations of Bell Atlantic and
NYNEX, such as systams modifications casts, advertising and brand-
ing costs, and costs associated with the elimination and
consalidation of duplicate facilities, relocation and retraining.
Transition and integration costs are expensed as incurred.

In 1997, direct incremental costs consisted of expenses associated
with campleting the merger transaction, such as professional and
requlatary faes, compensation arrangements, and shareowner-related
costs. Emplayee severance costs, as recorded under SFAS No. 112,
*Employers’ Accounting for Postemployment Benefits,” represent the
anticipated benefit costs for the separation by the end of 1999 of
approximately 3,100 management employees who are entitled to
benefits under pre-existing separation pay plans. During 1997, 1998,
and 1999, 245, 856, and 231 management employees were separated
with severance benefits. At December 31, 1994, the merger-related
separations wera completed and the remaining lability balance
represents our obligation for ongoing separations under the pre-
axisting separation plan pays in accordance with SFAS No. 112.

Merger-related costs were camprised af the following amounts in
each year:

{dellars in miklions)
Years Ended December 31, - 1599 1998 1997

Tmnsifion and Inteqration Costs

Systems modifications s 18s $ 149 $ 136
Advertising - 20 -
Branding 1 11 48
Retocation, training and other 18 16 12
Total Transition and Integration Costs 205 195 36
Direct Incremental Costs

Professianal services 30
Compensation arrangaments 54
Sharegwner-retated 16
Registration and other regulatory 18
Taxes and gther 32
Total Direct Incremental Costs 200
Employee Severance Costs . 223

Tata{ Merger-Related Costs T 2495 § 198 5 519




l Management’s Discussion and Analysis of Results of Operations and Financial Condition cnanuea

Fiet‘irement Incentives

Yaars 1998 and 1997

In 1993, we announced 2 restructuring plan which included an
accrual of approximately $1.1 billion (pra-tax) for severance and
postretirement medical benefits under an involuntary forca reduction
plan. Beginning in 1994, retirement incentives were offered under a
voluntary pregram as @ means of implementing substantially all of
the work force reductions announced in 1993.

Since the inception of the retirement incentive program, we have
recorded additional costs tataling approximately $3.0 billion (pre-
tax) through December 31, 1998. These additional costs and the
'corresponding number of employees accepting the retirement incen-
tive offer for each year ended December 31 are as follows:

{deltars in miilions)

Years Amaunt Employess
1994 s 494 7,209
1995 515 4,759
1996 235 2,998
1997 513 4,311
1958 1,021 7,299

b 2,979 26,574

The additional costs were comprised of special termination pensign
and postretirement benefit smounts, as weil as employes costs for
other items. These costs were reduced by severance and postretire-
ment medical benefit reserves established in 1993 and transferred to
offset the pension and postretirement benefit Liabilities as employ-
ees accepted the retirement incentive offer. The veoluntary retirement
program covering associate employees was completed in September
1998. The severance and postretirement medical reserves balances
were fully utilized at December 31, 1998. You can find additianal
information an retirement incentive costs in Note 16 to the consoli-
dated financial statements.

Year 1998

During 1998, we recorded other charges and speciat items totaling
$589 million (pre-tax) in connection with the write-down of Asian
investments and absolete or impaired assets and for other special
items arising during the period. The remaining ability associated
with these charges was $2 mitlion at December 31, 1999 and $8
million at December 31, 1998. These charges are comprised of the
following significant {tams.

LOther Charges and Special Items

Asian Investments

In the third quarter of 1998, we recorded pre-tax charges of $485
miltion to adjust the carrying values of two Asian investments-
Telecomasia, a wireline investment in Thaitand, and Excelcomindo, a
wireless investment in Indonesia. We account for these investmants
under the cast method.

10

The charges were necessary because we determined that the decline
in the estimated fair values of each of thesa investments was gther
than temparary. We determined the fair values of these investments
by discounting estimated fyture cash flaws.

In the case of TalecomAsia, we recorded a charge of $348 million to
adjust the carrying value of the investment to its estimated fair value,
We considered the following factors in determining this charge:

* The continued weakness of the Thai currency as compared to
historical exchange rates had placed additionai firancial burdens
on the company in servicing U.5. doltar-denominated debt.

* The ecanomic instability and prospects for an extended recovery
period had resulted in weaker than expected growth in
TelecomAsia’s business. This was indicated by slower than
expected growth in total subscribers and usage. These factors
resulted in reduced expectations of future cash flows and, accord-
ingly, a reduction in the value of aur investment.

* The business plan for TelecomAsia contemplated cash flows from
several lines of business. Given Telecomasia's inclination tg focus
on its core wireline business, these other [ines of business would
not contribute future cash flows at previously expected levels.

In the case of Excelcomindo, we recorded a charge of $137 million to
adjust the carrying value of the investment ta its estimated fir vaile,
We considered the following factors in determining this charge:

* The continued weakness of the Indonesian currency as compared
to historical exchange rates had placed additional financial
burdens on the company in servicing U.S. dollar-denominated
debt. The pelitical unrest in Indonesia contributed to the
currency’s instability.

* The economic instability and prospects for an extanded recavery
periad had resultad in weaker than expected growth in
Excelcamindo’s business.” Ona significant factar was the inflexible
tariff requlation despite rising costs due to inflatign. This and
ather factors resulted in reduced expectations of future cash flows
and, accordingly, a reduction in the value of aur invastment.

* Issues with cash flow required Excelcomindo’s sharehalders to
evaluate the future funding of the business.

We continue to monitor the political, econemic, and financial
aspects of our remaining investments in Thailand and Indonesia, as
well as other fnvestments. The hook value of our remaining Asian
investments was approximately $179 million at December 31, 1999.
Should we determine that any further decline in the fair values of
these investments is other than temporary, the impact could be
material te our results of gperatians.

Video-related Charges

During 1998, we recarded gre-tax charges of $23 million related
primarily te wireline and other nonsatellite video initiatives. We
made a strategic decision in 1998 to focus our video effarts on satel-
lite service offered in conjunction with DirecTV and USSE. We
communicated the decision to stap providing wiretine video services
ta subscribars and gffered them the opportunity to subscribe to the
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satellite-based video service that we introduced in 1998. In the
third quarter of 1998, we decided to dispase of these wireline video
assets by sale or zbandonment, and we conducted an impairment
review under the requirements of SFAS No, 121, “Accounting for the
Impairment of Lang-Lived Assets and for Long-Lived Assets to Be
Disposed Of.” We based our estimate on an estimate of cash flows
expected to resukt from the use of the assets prior to their disposal
and the net proceeds (if any) expected to result from the disposal.

Write-down of Other Assets and Other Items

Results for 1998 alsa included a pre-tax charge, net of minority
interast, of $42 million for the write-down of Fixed assets (primarily
buildings and wireless communications equipment) and capitalized
interest associated with our Mexican wireless investment, Grupe
usace!l, S.A. de C.V. (Iusacell), which we account for as a consoli-
dated sutisidiary. :

Thase assats relate to Iusacetl’s trial of fixed wireless sarvice
pravided aver the 450 MHz frequency. While continuing this trial,
ITusacell has been considering whether or not to pursue its rights to
acguire 450 MHz licenses for certain areas or to offer new services.
Tusacell concluded that, in view of the capability of COMA technol-
ogy and the success it had with its deployment, an impairment
existed with respect to assets related to the 450 MHz technofogy
since the carrying value of these assets exceaded the sum of the
estimated future cash flows associated with the assets. Iusacell is
waiting for a definitive proposal from the Mexican Federal
Telacommunications Commissions (COFETEL) as to the terms under

" which it could acquire certain 450 MHz licenses in 2000. At that
time, we should have available the full facts to decide Iusacells
overall strateqy concerning the 450 MHz licenses,

Other items arising in 1998 included charges totaling $3¢% million
principally associated with the settlement of labor contracts in
August 1998,

Year 1997

During 1997, we recorded other charges and special items totaling
$1.041 million (pre-tax) in connection with cansolidating operations
and cambining organizations, and for other special items arising
during the year. You can find additional detail about these accrued
tiabitities in Note 2 ta the cansolidated financial statements.

Video-related Charges

In 1997, we recagnized total pre-tax charges of 3243 million related
ta certain video investments and operations. We determined that we
would no longer pursue a multichannel, muttipgint, distribution
system (MMDS) as part of our video strategy. As a result, we recog-
nized liabilities for purchase commitments assaciated with the MMDS
technology and costs associatad with clasing the operations of our
Tele-TV partnership because this operation na tonger supports our
video strateqy. We also wrate-down our remaining investment in CAI
Wireless Systems, Inc.
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Write-down of Assets and Real Estate Consolidation

In the third quarter of 1997, we recorded pre-tax charges of 3355
million for the write-down of obsolete or impaired fized assets and
for the cost of consolidating redundant real estate properties. As part
of our merger integration planning, we reviewed the camying values
of long-lived assets. This review included estimating remaining useful
lives and cash flows and identifying assets to be abandoned. In the
case of impaired assets, we analyzed cash flows related to those
assets to determine the amount of the impairment. As a result of
these reviews, we recorded charges of $275 mitlion for the write-off
of some assets and $25 million for the impairment of other assets.
These assets primarily included computers and other equipment used
to transport data for internal purposes, copper wire used to provide
telecommunications service in New York, and duplicate vaica mail
platforms. Nene of these assets is held for disposal. At Oecemper 31, '
1998 and 1999, the impaired assets had no remaining carrying value.

In comnection with our merger integration efforts, we consclidated
real estate to achieve a reduction in the total square footage of build-
ing space that we ufilize. We sold properties, subleased some of our
leased facilities, and terminated ather leases, for which we recorded 2
charge of $55% million in the third quarter of 1997. Most of the chargs
related ta properties in Pennsylvania and New York, where corporate
support functions were consalidated into fewer work locatians.

Regulatory, Tax and Legal Contingencies and Other Special Items

In 1997, we alsa recorded raductions to cperating revenues and
charges to operating expenses totaling $526 million (pre-tax), which
consisted of the following:

+ Revenue reductions cansisted of $179 million for federai requia-
tary matters, These matters relate to specific issuss that are
currently under investigation by federal requlatory commissions.
We believe that it is probable that the ultimate resolution of
these pending matters will result in refunds to our customers.

» Charges to operating expenses totaled $347 million and consisted
of §75 million for interest on faderal and other tax contingencies;
$55 million for other tax matters; and $52 million for legal
contingencies and a state regulatory audit issye. These contin-
gencies ware accounted for under the rules of SFAS Na. 5,
~Accounting for Contingencies.” These charges also included $95
million related to costs incurred in standardizing and consolidat-
ing our directory businesses and $70 million for other
post-merger initiatives. '

QOther charges arising in 1997 included $59 million for our equity
share of formatian costs previously announced by Cable & Wireless
Communications pic (CWC). We own an 18.6% interest in CWC and
accaunt Far our investment under the equity method.

In 1997, we recagnized pra-tax gains of $142 million on the sales of
gur gwrership interests of several nonstrategic businesses. These
gains included $42 million on the sale of our interest in Sky Netwark
Television Limitad of New Zealand {SkyTV); $54 million an the sale of
our 33% stake in an Italian wireline venture, Infostrada; and 346
miltion on the sale of our two-sevenths interest in Bell
Communications Resaarch, Inc. {Bellcare].
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Segmental Results of Qperations . : .

We have four reportable segments, which we gperate and manage as
strateqic business units and organize by products and services. Qur
segments are Domestic Telecom, Global Wireless, Directary and Other
Businesses. You can find additional information about sur segments
in Note 18 to the consolidated financial statements.

We measure’ and evaluate our repartable segments based on adjusted
net income, which excludes undistributed corporate expenses and
special items arising during each perfod. Special items are transac-
tions that management has excluded from the business units’ results,
‘but are included in reported consolidated earnings. We previously
described these special items in the (onsclidated Resuits of
Qperatians section. Special items affected our segments as follows:

‘(dollars in mitligns)

Years Ended Qacember 31, 1999 1998 1997
Domastic Telecom

Reported net income $ 3,332 § 2,383 $ 2,016
Special itemns 112 790 977
Adjusted netincome $ 3,444 $ 3273 3 2,993
Global Wireless

Reported net inconte § 388 3 5¢ § 113
Special itams - 178 (18)
Adjusted net income $ 338 5 228 b1 95
Directory

Raported net income $ T12 % b6z $ 564
Spedial items 14 22 33
Adjusted net income 5 726 § 684 S 857
Cther Businesses

Reparted net income (loss) 35 67 $ (231) 5 28
Special items - 166 20
Adjusted net income S a7 $ 135 3 48
Reconciling [tents

Reported net income (loss) $ (297 $ 101 $ (266)
Special items 432 2 320
Adjusted net income § 1i3% s 103 b1 54

Recondiling items consist of corporate operations and intersegment eliminations.

1999 Reventies By Segment . ' i

Directary
T

Gladal Wireless
1%

Gomestic Tefecom
5%
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Domestic Telecom !

J

Our Domestic Telecom segment consists primarily of aur nine operat-
ing telephone subsidiaries that provide local telephane services fram
Maine to VYirginia, including veice and data transport, enhanced and
custem calling features, netwark access, directory assistance, private
lines, and public tetephones. This segmant also provides customer
premises equipment distribution, data solutions and systems integra-
tion, billing and callections, and Internet access services. Domestic
Tetecom represents thie aggreqation of our domestic wireline business
unfts (consumer, enterprise, general business, and network services)
that focus on specific markets to meet customer requirements.

1599 Domestic Telecony Revenue Components .- - | -

iong Cistance

%
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Highlights
Healthy demand for core communications services and robust demand
for new data services enabled the Damestic Telecom group to increase
total operating revenues 3.0% in each of 1999 and 1998 over the
Tespective prior year. Access lines grew 3.1% in 1599 apd 4.1% in
1998. Basic access line growth has declined because customers are
naw choosing high capacity/high speed services for their transport.
The aumber of voice-grade equivalents {access lines plus data
circuits) in service grew 13.2% in 1999 and 11.6% in 1998. The
number of DSO circuits in service (digital, high-bandwidth and
packet-switched services as measured in 64-kilahit voice-grade equiv-
alents) increased 39.6% aver 1998 and 38.3% over 1997, Growth in
access minutes of use was 5.0% in 1999, compared to 7.8% in 1998,
reflecting a decline in customer demand due o win-back pragrams for
long distance services and a shift to wireless calling. -

Data revenues (including those from high-bandwidth, packet-
switched, and special access services and network integration
businesses) reached over $2.9 billian far the year 1999, nearly 26%
over 1998 levels. Data revenues in 1998 totaled $2.3 billion, an
increase of 33% over 1997.

Adjusted aperating expenses totaled $19.8 billion in 1999, 1.2%
above 1998 levels and $19.5 billion in 1998, an increase of 2.2%
over 1997. Results i ail three years included costs for lang distance
entry, canstruction aof a regional long distance network, Year 2000
compliance costs, and interconnection payments to competitive local
exchange carers.
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Additional financial information about Domestic Telecom’s resulls of
gperations for 1999, 1998, and 1997 follaws.

Years Ended December 31, [dottacs in milligns)

Resuits of Ogerations-Adjusted Basis 1999 1938 1997

Operating Revenues
Local services $ 14,346  § 13,882 § 13,286
Network access services 7,924 7,658 1.340
Long distance services 1.816 1,929 2,130
Ancillary services 2,236 - 2,090 2,023
26,322 25,537 24,809

Operating Expenses
Employee costs 1,275 7,298 7,436
Depreciation and amortization 5,505 5,195 4,990
Other operating axpenses 5.994 7,047 6,696
19,774 19,540 19,122
Operating Income $ 5548 § 8,017 $§ 5.687

Income (Loss} From
Unconsolidated Businesses 5 14 S 27 5 {14)
Adjusted Net Income $ 3444 S 31731 5 2,993

Operating Revenues

Local Services

Local service revenues are earned by our operating tetephone
subsidiaries from the provision of local exchange, local private line,
public telephone (pay phone) and value-added services. Value-added
services are a family of services that expand the utilization of the
network. These services include products such as Caller ID, Call
Waiting and Raturn Call.

Growth in local service revenues of $464 million or 3.3% in 1999 and
$626 million or 4.7% in 1998 was spurred by higher usage of sur
network facilities. This growth, generated in part by an increase in
access lines in service in each yeas, reflects strong custaemer demand
and usage of our data transport and digital services, such as Frame
Relay, Integrated Services Digital Netwaork (ISON) and Switched
Multi-megabit Data Service {SMOS). Revenues fram our value-added
services were hoosted in both years by marketing and promotinnal
campaigns offering new service packages. :

In 1999, local service revenue growth was partially offset by the
effect of resold access lines and the provision of unbundled network
elements to competitive local exchange carriers. Lower revenues
from our pay phone servicas due to the increasing popularity of wire-
less communications and a rebata to customers in Massachusetts
further reduced revenyes in 1999,

In 1998, reverue growth was partially offset by price reductions on
certain laocal services and the elimination of Touch-Tone service
charges by several of our operating telephane subsidiaries.

You can find additional information on the Tetecommunications Act
of 1396 (1996 Act) and its impact an the local exchange market
under “Other Factors That May Affact Future Results,”
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Network Access Services

Network access revenues are earned fram end-user subscribers- and
long distance and other competing carriers who use our local
exchange facilities to provide services to their customers. Switched
access revenues are derived from fixed and usage-based charges paid
by carriers for access to our local network, Special access revenues
originate from carriers and end-users that buy dedicated local
exchange capacity to support their private networks. End-user access
ravenues are earned from our customers and from resetlers who
purchase dial-tone servicas. '

vy

Our network access revenues grew $268 million or 3.5% in 1999 and
$316 million or 4.3% in 1998, This growth was mainly attributable
to customer demand, as reflected by growth in access minutes aof
use. Valume growth alse reflects a continuing expansion of the busi-
ness market, particularly for high capacity data services. In 1999 and
1998, demand for special access services increased, reflacting a
greater utilization of the netwark. Higher network usage by alterna-
tive providers of intralATA toll services and higher end-user revenues
attributable to an increase in access lines in service further
contributed to revenue growth in both years.

Access Minutes of Use - -
160.5 3 "’Iﬂ 8 I
1997 1998 1999
7.3-1. 5 D'AM

. e
In 1999, network access revenues included approximately 590
million received from customers for the recovery of tocal number
partability (LNP} costs. LNP allows customers to change lacal
exchange carriers while maintaining their axisting telephone
numbers. In December 1998, the FCC issued an order permitting us
to recover costs incurred for LNP in the form of monthly end-user
charges for a five-year period beginning in March 1999,

Volume-ralated growth was partiatly offset by price reductions asso-
ciated with federal and state price ¢ap filings and other ragulatory
decisions. Statz public utility commissions requlate our operating
teleshone subsidiaries with respect to cartain intrastate rates ang
services and certain other matters. State rate reductions on access
services were approximately $104 million in 1999, $79 million in
1998, and 597 million in 1997.
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The FCC regulates the rates that we charge long distance carriers and
end-user subscribers for interstate access services. We are required
to file new access rates with the FCC each year. In July 1999, we
implemented interstate price decreases of approximataly $235
million on an annual basis in connection with the FCC's Price Cap
Plan. The rates included in our July 1999 filing will be in effect
through June 2000. Interstate price decreases were $175 million on
an annual basis for the period July 1998 through June 1999 and
$430 millien on an annual basis for the period July 1987 thraugh
June 1998. Beginning in January 1998, the rates include amounts
necassary to recover aur operating telephone subsidiaries’ contriby-
. tion to the FCC's universal service fund and are subject to change
every quarter due to potential increases or dacreases in qur contribu-
tion to the universat service fund. The subsidiaries” contributions to
the universal service fuad are included in Qther Operating Expenses.

You can find additional information on FCC rulemakings cancerning
access charges, price caps, and universal service under “Qther
Factors That May Affect Future Results.”

Long Distance Services

Long distance revenues are earned primarily from calls made to
points outside a customer’s local calling area, but within the servica
area of an operating telephone subsidiary (intralATA toll). Other long
distance services that we provide include 800 services, Wide Area
Telephone Service {WATS), corridor services and long distance
services originating outside of aur region.

IntralATA toll calls originate and terminate within the same LATA,
but generally caver a greater distance than a local call. These
services are regulated by state requlatory commissions, except whers
they cross state lines. All of our state requlatory commissions permit
other carriers to offer intralATA toll services.

Until the implementation of presubscription, intralATA toll calls were
completed by our aperating telephone subsidiaries unless the
tustomer diated a code to access a competing carrier. Presubscrip-
tion changed this dialing method and enabled customers to make
these toll calls using another carrier without having ta dial an
access code. All of our operating telephone companies have imple-
mented presubscriptian.

The competitive effects of presubscription for intraLATA toll services
principally caused declines in long distance revenues of $113 mitlion
or 5.9% in 1999 and 5261 million or 11.9% in 1998. The negative
effect of presubscription on long distance revenues was partially
mitigated by increased network access services for usage of aur
network by these alternative providers. In response to presubscrip-
tion, we have implemented customer win-back and retention
initiatives that include tgll calling discount packages and product
bundling offers. These revenue reductions were partiaily offsat by
higher calling volumes in hoth years.

In December 1999, we won approval to offar in-region long distance
service in the State of New Yark, which we taunched in January
2000, You can find additional information on our entry into the in-
region long distance market under “Other Factors That May Affect
Future Results.”
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Ancillary Services .

Our ancillary services include billing and collections for lang distance
carriers, collocation for competitive local exchange carriers, data
solutions and systems integration, voice messaging, Internet acress,
customer premises equipment and wiring and maintenance services.

Revenues from ancillary services grew $146 million or 7.0% in 1999
and $67 miltion or 3.3% in 1998. Revenue growth in both years was
attributable to higher demand for such services as data solutions and
systems integration, voice messaging, and billing and collections.
Revenue growth in 1999 was also boostad by higher payments
received from competitive local exchange carmiers far interconnection
of their networks with our network. Revenues earned from our
customer premises services incraased in 1999, while in 1993
revenues from these services declined over the prior year. These
factors were partially offset in both years by accruals primarily for
regulatory matters.

Operating Expenses

' Domestic Telecant Operating Expenses:

$19.18 319549 $19.33 ‘
|
I I ] |
1997 1998 1999 !
[ 2% o | y.
N

Emplayee Costs

Employee costs, which consist of salaries, wages and other employee
compensation, employee benefits and payroll taxes, declined by $23
million or 0.3% in 1999 and by $138 million ¢r 1.9% in 1998. These
cast reductions were largely attributable ta lower pension and hene-
fit costs of 3158 millien in 1999 and $286 million in 1998. Qur
pensian and benefit costs have declined in each year chiefly due to
favorable pension plan investment returns and changes in plan provi-
sions and actuarial assumptions. These factors were partially offser
in 1999 by increased health care costs caused by inflation, savings
plan benefit improvements for certain management employees, as
well as benefit improvements provided for under new contracts with
associate employees.

In 1999, the effect of capitalizing employea-related expenses associ-
ated with developing internal use software under the new accounting
standard, Statement of Position (SOP) 98-1, Accounting far the
Casts of Computer Saftwars Developed or Qbtained for Internal Use,”
also contributed approximately $100 million to the reduction in
employee costs. For additional information on SOP No. 98-1. see
Note 1 to the consolidated financial statements.

Cost reductions in both years were partially offset by annuat salary
and wage increases for management and associate employees and
higher payrall taxes. In 1998, we executed new contracts with unians
representing associate employees. The new contracts provide for wage
and pension increases and ather banefit impravements as follows:
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* The wages, pension and other benefits for aur assaciate employees
are negotiated with unions. During 1998, we antered into two-
year contracts with the Communications Workers of America
{CWA), representing more than 73,000 associate workers and with
the International Brothernaod of Electrical Workers (IBEW), repra-
senting appraximately 13,000 associate warkers in New York and
the New England states. Thase cantracts, which expire in August
2000, provide for wage increases of up to 3.8% effective August
1998, and up to 4% effective August 1999. Over the course of
this two-year contract period, pension increases range from 11%
to 20%. The contracts alse include cash payments, warking
condition improvements, and continuation of certain employment
security provisions.

* We also entered into a two-year extension of contracts with the
I8EW, represanting approximatety 9,000 associate members in
New Jersey and Pennsylvania. These contracts, which expire in
August 2002, provide far wage increases of 4.8% in April 1999,
3% in May 2000, and 3% in May 2001. Pensions will increase by a
total of 11% for the years 1999-2001, and there will be improve-
ments in a variety of other benefits and warking conditions.

Other items affecting the change in employee costs in 1999, but to
a lesser extent, were higher gvertime payments due to severe rain-
storms experienced throughout the region and higher wark farce
levels attributable to our recent entry inzo the in-region long
distance markaet in New York and service quality improvement initia-
tives. A reduction of work force in 1998 cantributed to the decline in
emplayee costs in that year.

You should also read “Other Factors That May Affect Future Results-
Pension Plan Amendments” for additional information on employes
benefit costs.

Depreciation and Amortization

Depreciation and amortization expense increased by $31Q million or
£.0% in 1999 and by $205 millien or 4.1% in 1998, principally due
to growth in depreciable telephone plant and changes in the mix of
plant assets. The adoption of SOF No. 98-1 contributed appraxi-
mately $100 million to the increase in depreciation expense in 1999.
Under this new accounting standard, computer saftware developed or
obtained for internal use is now capitatized and amortized.
Previously, we expensed most of these software purchases in the
period in which they were incurred. Thase factors were partially
offset in both years by the effact of lawer rates of depreciation.

Other Opergting Expenses

Other gperating expenses declined by $33 millien or 0.8% in 1999,
compared to an ingrease of $351 mitlion ar 5.2% in 1998. The major
components that ¢caused the change in other operating expenses in
both years included higher costs assaciated with entering new busi-
nesses such as long distance and data services, and higher
intarconnection payments to competitive local exchange and other
carriers to terminate calls on their networks (reciprocal compensa-
tion}. Payments far reciprocal compensation increased over the prior
year by approximatety $175 million in each of 1999 and 1998.
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In 1999, these factors were largely offset by the effect of SOP No.
98-1, which reduced other operating expenses by approximately
$370 million as a result of capitalizing expenditures for intermal use
software previously expensed in 1998 and prior years. Lower costs
associated with opening our network to competitors, including lacal
numter portability, and lawer spending by our operating telephone

_subsidiaries for such expenditures as rent, marketing and advertising

further offset expensae increasas in 1999.

Other operating expenses in 1998 also included additional Year 2000
readiness costs, higher material purchases, and additional costs
associated with our contribution to the federal universal senvice fund
which was created Dy the FCC in 1998. The cost increases in 1998
were partiaily offset by lower taxes other than income due to the
effect of a change in New Jersey state tax law. This state tax law
change, which became effective January 1, 1998, repealed the gross
receipts tax for our operating telephone subs1d1ary in New Jersay and
replaced it with a net income-based tax.

for additignal information on reciprocal compensatian refer to
“Qther Factors That May Affect Future Results.” :

Income (Loss) From Unconsolidated Businesses

The change in income (loss) from unconsolidated businesses in 1999
and 1998 was primarily due to the effect of the disposition of our
video gperations.




Management’s Discussion and Analysis of Results of Gperations and Financial Condition cangnset

Global Wireless

Our Global Wireless segment provides wireless tetecommynications
services to customers in 24 states in the United States and includes
foreign wireless investments servicing customers in Latin Amenca
Eurape and the Pacific Rim,

Hightights

The Global Wireless group’s adjusted net income grew $160 million
or 70.2% in 1999 and $133 million or 140% in 1998. This growth
‘was fueled by strang subscriber grawth at qur domestic wireless
subsidiary, Bell Atlantic Mobile (BAM), and record growth in new
customers in the group’s international wirgless portfalio. Qur inter-
national portfolio includes our investmants in Qmnitel in ltaty, STET
Hellas in Greece, EuroTel Praha in the Czech Republic, and our fully-
consclidated Tusacell investment in Mexico.

In December 1999, BAM completed the acquisition of Frontiar
Corporation’s (Frontier) interests in wireless praperties doing busi-
ness under the Frontfer Cellutar name. This acauisition increasad
BAM’s ownership in Fronatier from 50% to 100%. As a result, we
changed the accounting for cur Frantier Cellular investment fram the
equity method to full cansolidation.

The Global Wireless group ended the year 1999 with approximately
12.0 million global praportionate wireless subscribers, up 39.1% over
year-end 1998. The 1999 subscriber amount includes 452,000 added
through BAM’s acquisition of Frontier Cellular properties. At year-end
1998, our global proportionate wireless subscribers totaled approxi-
mately 8.6 millian, an increase of 35.4% over year-end 1997.

BAM ended 1999 with approximately 7.7 million customers (includ-
ing Frontier Celluiar subscribers), an increase of 24.0% over year-end
1998. At year-end 1998, BAM customers totaled approximately §.2
million, an increase of 15.8% over year-end 1997, Total revenue per
subscriber for BAM operations was $51.71 in 1999, $50.84 in 1998,
and $53.15 in 1997, PrimeCa Personal Communications, L.P.
(PrimeCo), a persanal communications services {PCS) joint venture in
the United States which we account for under the aquity methad,
reported proportionate subscriber growth of 52.8% in 1999 and
133.1% in 1998.

Global Wireless Propartionate Subscribers
120M

35 M
61M

1997 1998 1999

333 gowe
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Additional financial information about Global Wireless resylts of
operations for 1999, 1998, and 1997 follows.

Years Ended Oecember 31, {dollars in miltignsy

Results of Dperations-~Adjusted Basis 1999 1958 19497
Qperating Revenues .
Wiraless services revenues $ 4364 5 3798 § 3347
Operating Expenses .
Employae costs 504 548 490
Depraciation and amortization 473 592 481
Other operating expenses 2.459 1,942 ‘1,742
3,736 3,082 2,713
Operating Income $ 828 % 716 S 634
Income (Loss} From
Unconsalidated Businesses s 30 S (96) $ (198)
Adjusted Net Income £ 383 g 28 3 as

Operating Revenues

ﬁ: .1‘:} Belf Atlantic Mobile
International EEIL 39%
§2% :

PrimeCa ‘

%

. J
Revenues earned from our consolidated wireless businesses grew by
$766 million or 20.2% in 1999 and $451 million or 13.5% in 1998,
This revenue growth was largely attributable to BAM, which
contributed $658 million to revenya growth in 1999 and $383
million to revenue growth in 1998. Customer additions and increased
usage of aur damastic wireless services drove this grawth. New pric-
ing plans for BAM’s digital wireless services fueled subscriber growth
in 1999, Revenues from Iusacell grew $130 million in 1999 and $63
million in 1998, principally as a result of subseriber growth and
higher rates charged for services,

2.7 millfan net adds

Revenue growth in 1999 from our consolidated wireless businesses
was slightly offset by the effect of the Dacember 1998 sale of our -
paging business.
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Operating Expensas

Employee Costs

Emplayee costs increased by $56 million or 10.2% in 1999 and $58
million or 11.8% in 1998, principally as a result of higher work force
tevels at BAM. Employee costs at Iusacell were lower in 1999 as a
result of work force reductions and higher in 1998 as a resuit of
increased employee levels and retated benefits.

Depreciation and Amertization )

Oepreciation and amortization expense increased by $81 millian or
13.7% in 1999 and by $111 millien or 23.1% in 1998, This increase
was mainly attributable to growth in depreciable cellular plant at
BAM, contributing $69 millien in 1999 and $110 millicn in 1998 to
higher depreciation costs. Higher depreciation costs at Iusacell also
contributad to axpense growth in 1999, but to a lesser extent. These
increases were chiefly due to increased capital expenditures to
support the increasing demand for wireless sarvices in hoth the
domastic and intarpational markets.

Qther Operating Expenses

In 1999, cther operating expenses increased by $517 million or
26.6%, compared to $200 million or 11.5% in 1998. These increases
were primarily attributable to our BAM qperations as a result of
increased service costs due to the growth in their subscriber base,
including additional casts of equipment, higher roaming payments to
wireless carriers, and higher sales commissians. BAM's other gparat-
ing expenses, including taxes other than income, increased $459
mitlion in 1999 and $149 miilian in 1998, Higher service costs at
Iusacell also contributed to expense growth in both years, but to a
lesser axtent. In 1999, these factars were slightly offset by the
affact of the Dscember 1898 sale of aur paging business.

Income (Loss) From Unconsolidated Businesses

The changes in income (loss) from unconsolidated businesses in 1999
and 1998 were rrincipally due to improved operating results fram our
wireless investments in PrimeCo and Omnitel, fueled primarily by
strong subscriber grawth. Equity income from Omnitel included the
effect of increased goodwill amartization as a result of increases in
our ecanomic awnership in Omnitel in 1999 and 1998. PrimeCo’s
results in 1999 included 3 gain on the sale of operations in Hawaii.
Qther international wireless investments such as STET Hellas and
EuroTel Praha alsa reported improved aperating results in 1999.
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Directory ' w
)

Qur Directory segment consists of our domestic and internmatignal
publishing businesses, inctuding print directaries and Internet-basad
shopping guides, as well as website creation and other electronic
commerce services.

This segment has oparations pringipally in the United States and
Central Europe.

‘faars Ended Oecember 31, (dallars ia milligns)

Resylts of Qperations-Adjusted Basis 1999 1993 1997
Qperating Revenues
Directory services revenues $ 2338 § 225 § 2215
Operating Expenses
Employee costs 314 326 215
Depreciation and amortization 18 37 39
Other aperating expenses 757 777 886
1,107 1,140 1,140
Operating Income $ 1,231 3 1124 S5 1075
Incame {Loss) From
Uncaonsalidated Businesses 5 (1) § 29 s 23
Adjusted Net Income 5§ 726 5 68 5 537

Operating Revenues

Qperating revenues from our Directory segment improved by 374
miltion or 3.3% in 1999 and $49 million or 2.2% in 1998, pringipally
as a result of increased pricing for certain directory services. Higher
business volumes, including revenue from new Internet-based shop-
ping directory and electronic commerce servicas, atso contributad to
revenue growth in both years, but to a lesser extent,

Operating Expenses

In 1999, taotai operating expenses declined $33 million or 2.9%
largely due to lower work force levels. Lower spending for mainte-
nance, repair and other costs of services also contributed to the
decline in gperating costs in 1999.

[n 1998, total operating expenses were unchanged from 1397. The
changes in the major components of operating expenses include a
reclassification of certain costs from other operating expenses to
amployee costs, teginning in 1998. For comparability purpases, had
similar costs of approximately $95 million been raclassified in 1997,
amployee costs would have increased by approximately $16 million
or 5.2% in 1998 and other aperating expenses wauld have declined
by approximately $14 million or 1.8% in 1998. The increase in
emplayee costs was largely due to salary and wage increasas. The
reductian in ather operating expenses was principatly due to lower
generat and administrative casts of service.

Income (Loss) From Unconsolidated Businesses

In 1998 and 1997, income from unconsolidated businesses inciuded
gains on the sale of portions of our ewnership interests in-certain
global diractory businesses. The loss from unconsolidated businesses
in 1999 was dua to lower operating rasuits from our inzarnational
directary businesses.
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Qther Businesses

Qur Dther Businesses segment includes international wireline
telecommunications investments in Europe and the Pacific Rim, lease
financing and all other husinesses.

Highlights

Effective May 31, 1999, our representatives resigned from the Board
of Directors of Telecom Corporation of New Zealand Limited {TCNZ)
and we agreed to vote our shares neutrally. As a result, we no longer
have significant influence over TCNZ's operating and financial poli-
cies and, therefare, have changed the accounting for our investment
in TCNZ from the equity method to the cost method. The change in
the method of accounting far this investment did not have a mater-
ial effect on reswlts of aperatians in 1993, We currently hold a
24.94% interest in TCNZ,

Coincident with our change to the cost method of accounting, aur
investment in TCNZ is now subject o the provisions of SFAS Na. 115,
“Accounting for Certain Investments in Debt and Equity Securities.”
Under these provisions, gur TCNZ shares are classified as “available-
for-sale™ securities and, accardingly, aur TCNZ investment has been
adjusted from a carrying value of $363 million to its fair value of
$2,103 million at December 31, 1999. The increased value of our
investment is recorded in Investments in Unconsolidated Businesses
in our consolidated balance sheet. The unrealized gain of $1,131
million (net of income taxes of $609 miilion) has been recognized in
Acrumulated Other Comprahensive Income (Loss).

In the second quarter of 1997, we transferred our intarests in czhle
televisian and telecommunications operations in the United Kingdom
to CWC in exchange far an 18.5% ownership interest in CWC. This
transaction was accounted for as a nonmonetary exchange of simitar
productive assets and as a result no gain or loss was recorded. We
now account for our investment in CWC under the equity method.
Priar to this transfer, we included the accounts of these aperations
in eur cansolidated financial statements. You can find store infarma-
tion about CWC in Note 3 to the consolidated financial statements.

‘fears Ended Oecember 31, [doitars in millions}
Results of Operations~Adfusied Basis 1999 1998 1997
Operating Revenues '
Othar servicas revenues § 151 § 124 $ 278
Operating Expenses
Employes costs 7 14 58
Depreciation and amertization 2 3 43
Other operating expenses 97 105 210
108 122 316
Operating Income (Loss) § 45 8 2 5 (38
Income From Unconsolidated
Businesses s 37 $ 3§ s 73
Adjusted Net Income $ &7 5 135 § 48
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Operating Results _

The improvement in aperating income between 1999 and 1998 was
largely attributabie to improved operating results by our leasa
financing businesses.

Income from unconsolidated businesses declined in 1999 primarily as
a result of higher equity losses from our investment in CWC and from
our investment in BayanTel, a Philippines-based telecommunicatians
campany. BayanTel’s 1999 results also included a charge for the
write-down of their interest in a joint venture. These losses ware
partially offset by improved equity results from our investment in
Fiberoptic Link Around the Globe (FLAG), which owns an undersea
fiberoptic cable system, providing digital communications links
between Europe and Asia. FLAG's 1999 resuits also reflect the effect
of one-time charges recorded in 1998,

In 1998, the changes in operating revenues, operating expenses, and
income from unconsolidated businesses principally reflact the effect
of the change in the accounting for our CWC investment under the
equity method, beginning in the second quarter of 1997.

.Nonoperating Items

The foliowing discussion of nanoperating items is based an the
amounts reoarted in our cansolidated financial statements.

‘fears Tnded December 33, (dailars in millions}

Interest Expense 1999 1998 1597
Total interest expanse-reportad $ 1283 § 1,333 § 1,230

Special items-write-down of assets - {47) -

Settlement of tax-related matters - {(46) -
Interest expense-exciuding special

items and tax settlement 1,263 1,242 1,230
Capitalized interast costs 93 g0 81
Total interast cost on debt halances $ 1361 § 1,332 § 1,311
Average debt outstanding § 20,777 $ 19,963 § 18,397
Effective tnterest rate 6.6% 6.7% 5.59%

Our interest cost on debt balances was higher in 1999 and 1958
principally due to higher average debt levels. These increases were |
partially offset by the effect of lower interest rates.

Years Ended December 11, {dollars in miilions)

Other Income and (Expense), Net 1999 1998 1967
Minority interast $(B1) $(75) 5(9%)
Foreign currency gains, net 15 40 P}
Interest income 32 31 27
Gains on disposition of assets/businessas, net 53 44 17
{(ther, net 35 32 20
Total 5 54 $122 0§ (3)
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The changes in other income and expense were due to changes in
several components, as shown in the table. The change in minority
interest was largely due to the recognition af minority interast
sxpense in 1999 related to our investment in Iusacell. In 1998, we
recarded minarity interest income for Iusacetl, principally resulting
from the write-down of fixed assets as described earlier. Further
contributing to the change in minerity interest, in 1999, we no
longer record a minority interast expense related to the outside
party’s share of the subsidiary’s earnings in connection with the sale
of aur investment in Viacom Inc. (Viacom).

Farsign exchange gains were affected in 1999 as a rasult of the
discontinuation of highty inflatianary accounting for our Iusacell
subsidiary, effective Jaouary 1, 1999. As a result of this change,
Tusacell now uses the Mexican peso as its functional currency and we
expect that our earnings will continue to be affected by any foreign
currency gains or losses associated with the U.5. dollar denominated
debt issued by lusacell. Alsa, in 1998 we recogrized higher foreign
exchange gains associated with other international investments.
Finally, we recorded gains on the disposition of assets in 1999,
primarily relatad to the sale of rzal estate in New York and gains on
the sale of land and our paging business in 1998. In 1998, we
recorded additional intarest income in connection with the settle-
ment of tax-refated matters.

Years Ended December 31, 1999 1998 1997

Effective Income Tax Rates 37.8% 40.2% 38.4%

The effective income tax rate is the provision for income taxes as a
percentage of income before the provision for income taxes.

Our reported effective income tax rate for 1999 was lower than
1998, primarily due to the write-down of certain internatianal
investments in 1998 for which no tax benefit was pravided. This
factor was partially offset by lower tax credits in 1999, as well as
adjustments to deferred income taxes at certain subsidiaries in 1998.

The higher reported effective income tax rate in 1998 resulted from
- higher state and local income taxes caused by the change in the New
Jersey state tax law described earlier under “Domestic Telecom~Other
Qperating Expenses,” and from the writa-down of certain interna-
tonat investments for which no tax benefits were provided. These

rate increasas were partially offset by adjustments to deferred tax

balances at certain subsidiaries and higher tax credits related to our
fareign operatians.

You can find a reconciliation of the statutory federal incame tax rate
to the effective income tax rate for each period in Note 17 to the
consolidated financial statements.

Extraordinary Item

In 1998, we racorded extracrdinary charges associated with the early
extinguishmant of debentures and refunding mortgage bonds of our
operating teiephone subsidiaries and debt issued by FLAG. These
charges reducad net income by $26 million (net of an income tax
benefit of $14 million). '

Cansalidated Financial Condition

{dolars in milligns)
Years Ended Decesmber 11, 1999 1998 1997

Cash Flows Fromv (Used In)

Operating activities $ 10,656 § 10,071 § 8,859

Investing activities (9,629) {7.685) {7.339)
Financing activities _(167)  (2.472) {1447)
Increase (Decrease) in Cash and

60§ (36) S 73

Cash Equivalents g

We use the net cash generated fram our operations and from externat
financing to fund capital expenditures for netwark expansion and
modernization, pay dividends, and fnvest in new businesses. Whila
current liabilitfes exceeded current assets at December 31, 1999 and
1998, our scurces of funds, primarily from operations and, to the
extent necessary, from readily available external financing arrange-
ments, are sufficient to meet ongoing operating and investing
requirements. We expect that prasantly foresesable capital require-
ments will continue to be financed primarily through internally
generated funds. Additional debt or equity financing may be needed
ta fund additional development activities or to maintain our capital
structure to ensure our financial flexibility.

[ Cash Flows From Operating Activities ]

Our primary source aof funds continued tq be cash generated from
operations. Improved cash flows fram operations during 1999, 1998,
and 1997 resulted from growth in operating income, partially offset
by changes in certain assets and liabilities. In 1999, the change in
certain assets and liabilities largely reflects growth in customer
accounts receivable and a reduction in employea henefit obligations
chiefly due to favorable investment returns and changes in plan
provisions and actuarial assumptions.

The change in certain assets and liabilities in 1998 and 1997 reflects
the effect of our retirement incentive pregram that increased
employee benefit obligations as a result of special charges recorded-
through the completion of the program in 1998. An increase in
accgunts receivable due to subscriber growth and greater usage of
our networks, as well as timing differances in the payment of
accounts payable and accrued liabilities.aiso contributed to the
change in both years.

[ Cash Flows Used In Investing Activities

Capital expenditures continued to he our primary usa of capital
resourcas. We investad approximately $7.5 billion in 1999, $6.4
billign in 1998 and $%5.5 billien in 1997 in our Damestic Telecom
businass to facilitate the introduction of new groducts and services,
enhance resognsiveness to campetitive challenges, and increase the
operating efficiency and productivity of the netwark. We also
investad approximately $1.2 billion in 1599, 31.C billien in 1998 and
$1.1 billion in 1997 in cur Wiretess, Directory and Other Businesses.
We expect capital expendituras in 2000 to 2e in the range of $3.9

bitlion to $9.2 billion.
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We cantinue to make substantial investments in ocur unconsolidatad
businesses. Buring 1999, we invested $901 million, which included a
cash payment of approximately $630 million to increase our cwner-
ship interest in Omnitel from 19.71% to 23.14%. In 1999, we also
invested 5202 million in PrimeCo to fund the build-out and opera-
tions of its PCS netwark and $69 million principatly in our lease
financing businesses. In 1998, we investaed $603 million, which
included an additional investment of $162 million in Omnitel to
increase our ownership interest fram 17.45% to 19.71%, $301 million
in PrimeCo, and $140 million in our lease financing businesses. In
1997, cash investing activities in unconsolidated businesses totaled
$833 miilion and included $426 million in PdmeCe, $138 million in
" FLAG, and $269 mitlion in leasing and other partnerships.

In 1999, we invested $505 million to acquire new businesses,
including $374 million to fully acquire tha cellular properties of
Frontier Cellular and $81 million for ather wireless properties. We
also invested $50 million in data service businesses in 199%. We
invested cash for new businesses of $62 million in each of 1998 and
1997 in connection with our domestic wireless subsidiaries.

Qur shert-term investments include principaily cash equivalents held
in trust accounts for payment of certain employee henefits. We
invested 5855 million in short-tarm investments in 1599, including
$785 million to pre-fund associate health and welfare benefits. Cash
payments far short-term investments totaled $1,028 million in 1998
and 3844 milifon in 1997, principaily to pre-fund vacatien pay and
associate health and welfare benefit trusts. Beginning in 1999, we
no longer fund the vacation pay trust for all employees. Proceeds
from the sales of all short-term fnvestments were $795 millien in
1999, £968 miltion in 1998, and $427 millien in 1997.

In 1999, we received cash proceeds of $612 million in connection
with the disposition of our remaining investment in Viacom, repre-
senting 12 million shares of their preferred stock (with a book value
of apprd:éimately $600 million). In 1998, we raeceived cash proceeds
of $637 million in connection with the disposition of investments.
These proceeds inctuded $564 mitlion assaciated with Viacam's
repurchasa of gne-hatf of our investment in Viacem and $73 million
from the sales of our paging and other nonstrategic businesses. In
1997, we disposed of our real estate properties and aur interests in
Bellcore, Infostrada, SkyTV and other joint ventures and received
cash proceeds totaling §547 mitlion.

Quring 1997, we racaived cash procaeds of $153 millien from the
TCNZ share repurchase plan, which was completed in December 1997.

l.3%

60.5% §0.1%

1997 1338 1993
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[ Cash Flows Used In Financing Activities

As in prior years, dividend payments were a significant use of capitai
resqurces. We determine the apgropriateness of the level of qur divi-
dend payments on a periedic basis by considering such factors as
long-term growth opportunities, internat cash requirements, and the
expectations of qur shareawners. In 1999 and 1998, we declared
quarterly cash dividends of $.385 per share or $1.54 per share in
each year, We declared cash dividends of $.37 per share in the firsr
and second quarters of 1997 and $.385 per share in the second half
of 1997, or $1.51 per share for the year,

Dividends .

5248 f2.48

$2.38

1997 1398 15849

N J

We increased our total debt (including capital lease obligations) by
approximately $3.3 billian fram December 31, 1998, primarily to
fund our investments in Omnitel, PrimeCo, and Fronter Cellular. Our
debt balance at Decembar 31, 1999 also included $664 millian for
the mark-to-market adjustment for the (WC exchangeable naotes,
$456 million of additional debt jssued by Iusacell in 1999, and
approximately $105 millian of debt assumed fram the acquisition of
Frontier Cetlular. These factors were partially offset by the use of
cash proceeds received frem the disposition of our remaining invest-

‘ment in Viacom. Our debt level increased by $1,025 million from

1997 to 1998, principally to fund the capital pregram and for
continued investments in PrimeCa and Omnitel. The pre-funding of
employee benefit trusis and purchases of shares to fund employee
stack optian exercises also contributed to the increase in debt levels
in both 1999 and 1998,

In February 1998, our wholly owned subsidiary, 8ell Atlantic
Financial Services, Inc. (FSI}, issued $2,455 million in 5.75%
exchangeable notes due on April 1, 2003 that are exchangeahle into
ordinary shares of TCNZ stock (TCNZ exchangeable notes). In August
1998, FSI also issued $3,180 million of 4.25% senior exchangeable
notas due on September 15, 2005 that are exchangeable into ordi-
nary shares of CWC stock (CWC exchangeable notes). Proceads of
both offerings were usad for the repayment of a portion of our short-
term debt and cther general corporate purposes.

Qur 'operating telephone subsidiaries refinanced debentures totaling
$257 million in 1999 and $790 million in 1998.

As of December 31, 1999, we had in excess of $4.0 hillion af unused
bani lines of credit and $143 mitlion in bank horrowings outstand-
ing. As of Jecember 31, 1999, our operating telenhone subsidiaries
and financing subsidiaries had shelf registrations for the issuance of
up to $2.9 billion of unsecured debt securities. In March 2000, FSI
issued approximately $893 million of medium-term ngtes, the
praceeds of which were used to reduce short-term debt {evels and for




